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Over the past decade, the US
single-family rental (“SFR”)
industry has matured from a
largely mom-and-pop cottage
business to a professionally
managed, institutional-
caliber asset class that fills
a pronounced gap in the US
housing continuum. Of course,
before the GFC there were
always SFR homes; however,
these were typically owned
and managed by individuals
or small local operators, who
were often more focused on
near-term cash flow rather
than customer service and
providing a  high-quality
product. In fact, in 2005 there
were approximately 13 million
occupied SFR homes,' or 34%
of the entire rental housing
stock in the US.?

The GFC served as a catalyst
for the institutionalization
of the industry, as large and
newly formed technology-
enabled owner/operators were
able to acquire distressed and
neglected homes, renovate
them to a high standard, and
rent them to families looking
for quality rental housing
and a high level of customer
service. In many instances,
these operators transformed
what may have been the worst
home on the street into the
best home on the street. This
served to benefit both local
homeowners, as it improved the
quality of their neighborhood,
and renters, who benefited
from increased housing options,
and served as the genesis of
today’s SFR industry.

In spite of strong resident
demand and high levels of
customer satisfaction, the SFR
industry remains very small
and concentrated among a
handful of operators — in fact,
less than 2% of the country’s
approximately 16  million
SFR homes are owned by
institutional owners.?

DEMOGRAPHIC TAILWINDS SUPPORT SFR

One of the significant drivers in the growth of the SFR industry
is demographics, especially the aging of the millennial generation
(born from 1981 to 1996). This cohort of 72 million people*
fueled a major growth in demand for multifamily housing over
the past 10 years and is now entering the prime period for family
formation. As a result, from 2018 to 2028, more than 12 million
net new households are expected to be created in the US® compared
to approximately 10 million formed from 2008 to 2018.5 Whereas
homeownership was top of mind for many predecessor generations,
a combination of tighter mortgage lending restrictions, heightened
student debt, sizable down payment requirements, and the desire
to spend money on experiences rather than possessions are all
factors strengthening the preference of many millennials to rent
homes, rather than own.

In addition to millennials, the country’s 69 million baby boomers
(born from 1946 to 1964)” are likely to rely less and less on
retirement homes, and have exhibited a strong preference to age
in place. The results of a survey by the American Association
of Retired Persons (AARP) in 2018 found that 76% of older
Americans would prefer to stay in their existing home as they
aged or move to a similar suburban home.® This is a primary
reason why the US “mover rate,” which measures the rate at
which households move to other homes, has decreased over the
past several years from 13% in 2010 to 9.3% in 2020, further
increasing demand for suburban housing and reducing available
rental supply.

These demographic tailwinds, accelerated by fallout from the
COVID-19 pandemic, have led to an increased preference for
detached single-family homes, which offer more indoor and
outdoor space, as well as access to common suburban amenities
like neighborhood parks. Even as the economy and country
open back up, there has been a measurable shift toward work-
from-home (either full-time or part-time), which often requires
additional space for home offices or “Zoom rooms,” and a
reduced need to commute every day has made certain suburbs
more attractive, as residents are willing to bear a longer commute
for a couple of days per week, compared with the more traditional
five-day in-office workweek.
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PROVIDING SFR RESIDENTS WITH SUPERIOR PRODUCT AND SERVICE OFFERINGS

The evolution of SFR from
mom-and-pop to professional
management has provided
residents  with  meaningful
lifestyle improvements across a
number of dimensions. As SFR
operations have continued to
expand and evolve over the past
decade, significant investment
has been made in technology-
enabled service offerings that
are designed to save residents
both time and money, while
enhancing the efficiency of
operating platforms.

At every step of the resident life cycle, property managers have
found innovative ways to serve their residents, relieving them of
many of the burdens associated with leasing or owning a home,
such as:

e Leasing: Using cutting edge websites and new self-showing
technology, prospective residents can lease a home quickly,
efficiently and with minimal distraction. With a few clicks,
residents can view detailed information on a particular home
online, take a virtual tour, book an in-person home visit, and
complete an application. Digital locks, facial recognition, and
smart phone technology have also revolutionized the leasing
experience, as residents can now enter homes using self-showing
apps on their own schedule and at their own pace, without the
need for a leasing agent. Many residents of SFR homes can
actually go from finding a home online to move-in in a matter of
days, in a predominantly “virtual” experience.

e Home Quality and Energy Efficiency: Institutionally owned
and managed SFR homes are typically renovated to a high
standard, and often include energy-efficient appliances, newer-
vintage roofs, windows, and insulation, as well as smart home
technology such as smart thermostats, leak detection sensors,
smart locks, and other connected tools. These features,
combined with high-grade and environmentally friendly paint,
flooring, and carpets, provide residents with an incredible move-
in and lifestyle experience, as if they are moving into a brand-
new or freshly renovated home, with improved air quality and
circulation, as well as reduced utility expenses compared to a
similar vintage but unrenovated home.

e Ongoing Maintenance: In many ways, technology-enabled large-
scale managers of SFR homes have revolutionized the home
maintenance process. Instead of waiting for individual vendors
to service homes, many large operators have built a robust staff
of in-house maintenance technicians who can be dispatched on
short notice to tend to day-to-day repairs. These technicians are
usually very personable, have a background in home repair and
construction, and are equipped with service vehicles that are well
stocked with numerous parts for common plumbing, HVAC,
and handyman issues. As a result, home repairs can usually
be completed by one technician in a single visit, as opposed to
requiring multiple visits from multiple vendors, which can cause
frustration and waste valuable time for SFR residents.

e Superior Customer Service: State-of-the-art call centers in the
SFR industry leveraging Interactive Voice Agents (IVA), enable
residents to quickly resolve a wide range of issues, either through
“self-service” functionality or by speaking to a live agent. These
range from submitting a maintenance service request, to asking
about a renewal notice or inquiring about moving to a larger
rental home in the same neighborhood. The general goal across
the industry is to achieve a high level of customer satisfaction
while reducing stress and time wasted.

In many ways, renting an institutionally managed single-family
home today is like living in a full-service apartment or hotel, and
certainly more convenient and compelling compared to renting
from a non-institutional landlord, or even homeownership in
some cases. Professional property management, combined with
high-quality renovations and worry-free maintenance, provides
residents with more free time to spend with family and friends.
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SFR: A KEY COMPONENT OF THE INSTITUTIONAL
REAL ESTATE PORTFOLIO

Traditionally, the composition of an institutional real estate
portfolio has relied heavily on office and retail — two sectors that
continue to experience major disruptions worldwide. In fact,
based on PREA’s 2020 survey data, office and retail comprised
approximately 55% of portfolios, with residential making up
only 23%,'° despite the fact that the value of all single-family
housing in the US (on a standalone basis) is over $35 trillion,"
more than double the size of the traditional commercial real
estate market (including multifamily, office, retail, industrial,
hospitality, and others)."?

Given current trends, recent performance, and uncertainty
regarding the future usage of office and retail space, the 2021
AFIRE International Investor Survey reveals that institutional
investors are keenly focused on increasing their exposure to rental
housing, with 86% intending to increase exposure in the next
three to five years (ranking first in the survey). Meanwhile, office
and retail continue to cool.

In allocating capital to an institutional real estate portfolio,
investors have historically taken the view that “residential” or
“housing” is essentially 100% “multifamily rental.” However,
as the SFR industry (and other housing-related industries, such
as manufactured housing, student housing, and senior housing)
have matured, many investors are looking at these strategies as
part of an expanded “rental housing bucket.” In some instances,
investors are allocating more than 30% of their capital to this
sector, using this broader definition.

A major driver of this allocation and definition change is investment
returns. Over the past five years, housing asset classes have tended
to outperform other traditional real estate asset classes, with SFR
(12.6% annual return over five years), senior housing (8.8%), and
multifamily (5.4%) at or ahead of office (5.7%) and shopping malls
(1.6%)." Given the large size and relative superior performance
of the housing asset classes, institutional investors are likely to
benefit from expanding their historical portfolio allocation to
include these housing asset classes.

EXHIBIT 1: PRIVATE MARKET RETURNS IN SFR,
2006-2020
Source: Green Street Real Estate Analytics, US SFR Outlook, February 3, 2021

15-YEAR RETURN
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INCREASED CAPITAL FLOWING TO SFR

With demand for single-family
housing outpacing supply, and
demographic trends, combined
with the recent pandemic,
accelerating the appetite for
suburban living in detached
homes, the potential for long-
term growth has continued
to spark the interest of
institutional investors. During
the first quarter of 2021 alone,
institutional equity investments
or commitments to the SFR
space exceeded US$6 billion.
This is more than half of the
US$10 billion committed to
the sector over the past three
years."* Comparatively, in Q1
2021 office and retail investment
volume each decreased over
40% year over year."®

The stability of the housing
market and predictable cash
flow streams from rental
income also make SFR a
compelling asset class for public
and private debt investors. Since
the first SFR securitization in
2013, there have been 93 debt
offerings for more than US$45
billion of proceeds.'® Earlier
issuances tended to be floating
rate private label securitizations;
however, the vast majority of
recent transactions have been
fixed rate. Leverage points vary
by offering, but typically range
from 65% to 75%, with some
offerings approaching 87.5%
LTV or higher. Demand for SFR
securitization remains strong in
2021, with each new securitized
debt issue well oversubscribed
by both traditional and new
investors, another example of
the strong institutional demand
in the sector.
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A RESILIENT FUTURE

Demographic = shifts, challenging homeownership dynamics
and the shortage of housing inventory have continued to drive
SFR demand and fuel institutional investment. The maturation
and institutionalization of SFR have led to improved property
management, an increase in the affordable housing stock,
flexibility for American households, and the development of in-
demand build-to-rent communities — all while generating strong
returns to investors.

BUILD-TO-RENT: A COMPELLING RENTAL
HOUSING OPPORTUNITY

A relatively new and exciting niche within SFR is build-
to-rent (BTR), whereby new communities of homes are
being built and rented across the US. As of March 2021,
John Burns Real Estate Consulting has been tracking over
300 new communities in their proprietary database that
have either been built or are under development.!” Although
this seems modest on the surface, it has been growing
exponentially over the past two years, and has plenty of
runway when taken in the context of historical annual
housing starts of 800,000-1.2 million.

From a resident perspective, living in a BTR community
means enjoying a newly built and professionally managed
rental home complete with embedded smart technology
systems and state-of-the-art design, and often with a variety
of amenities typically associated with multifamily or master
planned community living, such as neighborhood pools,
indoor and outdoor gathering spaces, fitness facilities, and
dedicated dog parks.

BTR investors benefit from increased efficiencies through
higher retention, lower turnover, and lower repair and
maintenance costs (given home warranty coverage). In turn,
investors could potentially earn higher returns compared
to new multifamily developments. In fact, this is a major
reason why BTR has been gaining popularity among
investors, who see this asset class fitting in neatly between
multifamily and scattered SFR homes, providing a gateway
to the broader SFR sector.
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